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COMPTROLLER GENERAL OF THE UNITED STATKS
WASHINGTON, D.C. N80

B-114827

To the Board of Directors
Federal Home Loan Bank Board

We have examined the statements of financial condition of the
Federal Home Loan Bank Board, the Federal home loan banks, the Federal
Savings and Loan Insurance Corporation, and the Faderal Home Loan
Mortgage Corporation as of December 31, 1978 and 1977, and their
related statements of income, expense, retained earnings and primary
regerve, and changes in financial position for the years thern ended.
Our examination was made in accordance with the Comptroller Ceneral's
standards for auditing financial transactions, accounts, and reports
of governmental activities. To the extent possible, we used the work
of internal auditors of the Board ad FSLIC during our audit. Our
examination included such tests of che accounting records and such
other auditing procedures as we considered necessary in the circum-

__stances. We previously made a similar examination of the financial

~ statements for the year ended December 31, 1976.

The Federal Home Loan Bank Board has shown a deferred credit—
FHLBB cost of quarters—of $44,400,000 and $42,094,280 as of
December 31, 1978 and 1977, respectively. (See sch- 1.) The
'deferred credit represents assesaments to the 12 Feuoral home loan
banks for the cost of the Bank Board's new building and land. This
deferred credit is currently shown as a liability; however, there
is no intention by the Bank Board to repay any portion of this
assessment to the 12 banks. Accordingly, we believe that this and
all future capital assessments should be classified as paid--in-capital,
and the amounts above should be reclassified. The Bank Board agrees
with the reclassification.

In our opinion, except for the reclassification of the deferred
credit mentioned above, the accompanying financial statements (schs, 1
through 13) present fairly the financial position of the Board, banks,
end Insurance and Mortgage Corporations at December 31, 1978 and 1977,
and the results of their operations and the changes in their financial
positions for the years then ended in conformity with generally accepted
acrounting principles applied on a consistent basis.

of the United States
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SCHEDULE 1

SCHETULE 1

FEDERAL HOME LOAN BANK BOARD

COMPARATIVE STATEMENT OF I'INANCIAL CONDITION

AT DECEMBER 31, 1978 AND 1977

ASSETS:
Cash with U.S5. Treasury (note 2)
Accounts receivable
Land and building (notes i and 3)
Furniture, fixtures, and equipment
net (note 1)
Other

Total assets
LIABILITIES AND CAPITAL:
Accounts payable and accrued
liabilities
Employees accrued annual leave
Deferred credit--HLBB cost of
quarters (note 4)
Total liabilities
Capital, retained ea;nings
Total liabilities and capital

The accompanying notes are an integral

1978 1977

$ 120,830 $ 965,713

8,404,184 9,121,762
45,645,160 43,595,615
4,238,196 3,885,246
1,422,321 314,245

$59,830,691 $57,882,581

$ 2,716,302 $ 5,076,910

2,648,297 2,178,807
44,400,000 42,094,280
49,764,599 49,349,997
10,066,092 8,532,584

$59,830,691 $57,882,581

part of this financia) statement.



SCHEDULE 2 SCHEDULE 2

FEDERAL HOME LOAN BANK BORRD
COMPARATIVE STATEMENT OF INCOME, EXPENSES,
AND RETAIMNED EARNINGS FOR THE YEARS ENDED

DECEMBER 31, 1978 AND 1977

1978 1977
INCOME:
Fees from examinations of savings
and loan institutions $17,282,002 $15,951,570
Assesgnents:
Federal Home Ioan Banks 8,258,254 8,549,507
Pederal Savings and Loan Insurance
Corporation 21,527,595 20,755,996
Reimbursements for services : : : R
performed 1%%,558% 142,775
Miscellaneous 679,512 215,662
Total income 47,893,921 45,615,510
EXPENSES:
Personnel compensatinn 31,056,845 27,622,647
Personnel benefits 3,075,048 2,720,442
Travel and tranaportation 5,167,867 4,997,594
Fent, communication, und utilities 3,015,909 3,090,414
Depreciation:
Furniture, fixtures, and equi, went 243,328 387,813
Building §00,600 -
Other services 2,104,656 3,190,281
Printing and reproduction 333,548 177,812
Supplies and materials 163,212 965,611
Total expunses 46,360,413 43,152,614
NET INCCME 1,533,508 2,462,896
RETAINED EARNINGS AT BEGINNING OF YEAR 8¢532‘584 6;069‘688
RETA\INED EARNINGS AT END OF YEAR $10‘066;092_ 58,532‘584

The accompanying notes are an integral part of this financial statement.



SCHEDULE 3

FEDERAL HOME LOAN BANK BOAD

SCHEDULE 3

COMPARATIVE STATEMENT OF CHANGES IN FINANCIAL POSITION

FOR THE YEARS ENDED DECEMBER 31. 1978 AND 1977

FINANCIAL RESOURCES WERE PROVIDED FROM:

Cperations:
Income:

Examination fees and charges

Assessments:

Federal Home Lcan Banks
Federal Savings and Loan
Insurance Corporation
Reimbursements for services performed
for other &gencies

Miscellaneous

Less expense:

personnel compensation and benefits
Travel and transportation
Rent, communication, and utilities

Other services

printing and reproduction
Supplies and materials

Total resources provided by
operations

Increase in:

Deferved crodit--FHIRB cost cf quarters
Bwploees' accrued annual leave

Dacrease/( increase, in:
Furniture, fiz+tures, and equipnent
Accounts receivable

Other assets

Total resources provided

FINANCIAL RESOURCES WERE APPLIED TO:
Acquisition of land and building
Increase/(decre. s#) in cash
Decrease/(increase) in accounts payable

and accrued liabilities

Total resources app:ied

The accompanying notes are an integral part of this

1978 1977
$17,282,002 $15,951,570
8,258,254 8,549,507
21,527,595 20,755,996
146,558 142,775
679,512 215,662
47,893,921 45,615,510
34,131,893 33,343,089
5,167,867 4,997,594
3,015,909  3,09¢,414
2,104,656 3,190,281
111,548 177,812
763,212 965,511
45,517,085 42,754,801
2,376,836 2,850,709
2,305,720 10,800,000
469,490 190,075
(596,278) (3,060,768)
717,578  (1,223,604)
(1,108,076) __ (314,245)
$ 4,165,270 $_9,242,167
e

§ 2,649,545

e —————————

$11,832,722

{844,883) 108,072

2,360,608

(2,698,627,

54,165,200

$_9,242,1€7

financial statement.
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fEDERAL HOME LOAN BAN.. BOARD
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1978 AND 1977

Summary of significant accounting policies:

a. Furniture, fixtures, and equipment-—These assets
are at cost less accumulated depreciation of
$1,583,902 and $1,194,221 at December 31, 1978 and
1977, respectively. Depreciation is computed on
straight-line method over the estimated useful lives
of the property.

b. Building--This asset is at cost less accumulated
depreciation of $600,000 at December 31, 1978, the
first year of depreciation on the building.

An additionzl $392,881 is available in a separate fund
provided by appropriations pursuant to the provisions
of the Bmergency Home Finance Act of 1970. Use of such
funds is for the purpose of adjusting the effective
interest charged by the Federal Home Loan Banks on short
and long term borrowing in order to pramote an orderly
flow of funds into residential construction.

Includes about $3.1 million which is the book salue of
the remaining portion of the original site for the new
puilding.

In 1974, the Board assessed the Federal Home Loan Banks
$40,000,000, and in 1977, another $5,000,000 for the
total estimated cost to construct the new Federal Home
Loan Bank Board building. As of December 31, 1978, the
$45,000,000 as=essment to the banks had been recorded
as a deferred credit, less the $600,000 depreciation
amount, which has heen recognized as income.
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SCBEDULE 4

SCHEDULE 4

. COMBINED STATEMENT OF FINANCIAL OONDITION AT

DECEMBER 31, 1978 AND 1977

ASSETS

CASH (note 2)
INVESTMENTS AT COST (note 3)
ADVANCES TO MEMBERS (note 4)

OTHER LOANS:
Guaranteed by AID,
net (nte 5)
Other PHLBanks

Total other loans
ACCRUED INTEREST RECEIVABLE

BANK PREMISES AND EQUIPMENT
Less:
Depreciation and
amortization

Net book value

OTHER ASSETS:

Investmerts in FHIMC

- {rote 6)

Concessions and discounts
on consolidated
obl igationg—bonds

Deferred charges--FHLB8
cost of quarters

Assessment—FHLBB
operating expenses

Assessment——FHIBB capital
expenditures

Other

Total other assets

'Ibtai assets

1976

(000 omitted)

$ 201,148
3,414,374
32,670,123

92,196
37,900

130,086 -

172,127
17,979

(5,777)
12,202

100,000

21,325
41,952

1,455
2,115

166,847

$36,766,917

T

1977
(000 omitted)
$ 133,829

3,748,516
20,172,937

63,220
133,500

’ 19,64172ﬂ'
133,621
23,818

(8,322)
15,496

100,000

17,732
42,094

1,186
_3,453

164,465

$24,5655584



';*ﬂSCHEDﬁi.B 4 ﬁxmt Fdi

(000 cmitted)

B /- I

 LIABILICIES: ,ﬁ ,1

8 5,163,084
1,042,474

6,243,458
391,479

Accrued interest payable

cmsghdated d:ligat‘»
“(note 7}y
‘Bonds :
_ Discount notes
Less: - -

- 37,900 -

;3,287,245

S"HEDULE i

BN

(000 an1tte<1)
$ 3,143,404

3,000,417 - - -

133,500
8,724

4,286,045
260,883

1,346,230 .

wmes

o g ,32;;10 )
Accounts payable 1,937
e - —~—Accounts payable— - — e
PHIBB operating

- 553
63,372

' o Total other
e — liabilities 65,862

- Total liabilities — -

CONTINGENCIES AND COMMITMENTS. ..
7 (notes 8, 10, 11, 12, and 13)

- CAPITAL:
Capital stock
outstanding (note 9) 4,120.452
‘Retained earnings:
Legal reserve
Dividend stabilization
reserve
Undivided profits
Total retajned
earnings

495,601

27,976
312,635

836,212

Total ~apital 4,956,664
Total liabilities
and cwits® $36,766,917

fhe accampanying noces are an integral part of this financial statement.

31,810,253 — -

o 11499
31,158

34,144
20,590,077

3,295,089
415,657

264,761
680,418

3,975,507

$24,565,524
.

1487



'SCHEDULE 5 o

MMOF mmm

SCHEDULE §

1978 AND 1977

R o FORTHEYEAIBENDEDDMRSL

INCOME s Wtooo omitted) E (ooo emitted)

Interest on advances to-
member s $2,036,509 $1,230,485
Income from investments 320,767 310,655

Interest and fees on AID
“loans ‘ & 9,847 4,776
Barned commitment fees 21,656 8,393
Income from data processing .
services A1,003.- - - 77714,585
Other income 15,462 , 5,564
'mtal mceme 2,415,244 . ,11;5,75,,55,,8

“ Interest and concessions--

"1,{19,511'"?”"‘ ST

: conaolfdatad nbﬁigations e
Q;atatmg exp - 7,272, ,_5,7740
Amortization of - - -
capital expenditures 354
Amortization of cost of T
1,745
2,574 - o= 2,802
370,737 174,788
Other 1nter4,st 249 347
Total interest and
"~ other costs 1,964,414 1,334,291
Other operating expenses: :
salaries and benefits . 26,834 25,741
Fees and professional services 1,963 1,698
Travel expenss 1,543 1,575
Telephone and transmission :
costs , 2,860 - 2,851
Stationery and supplies 4,790 4,341
Cost of quarters 4,284 4,068
Depreciation—furniture
and equipment 1,083 1,511
Equipment rental and expense 6,030 6,186
Other 1,729 1,665
Total other operating '
ex, ises 51,116 49,636
Total expenses. 2,015,530 - 1,383,927
Net income $__399,714 $_191,63)

The accompanying notes are an integral part of this financial statement. -

9



~SCHEDULE S -~ -~ SCHEDULE 6

© "~ FEDERAL HOME LOAN BANKS
CUMBINED STATEMENT OF RETAINED EARNINGS
FOR THE YEARS ENDED DECEMBER 31, 1978 AND 1977

1978 1977
. , ———(000 omitted)————-
LEGAL RESERVE
Balance, January 1 3415,657 $377,333
Add: Statutory transfer of
net income 79,944 38,324
Balance, December 31 $495,601 $415,657
- DIVIDEND STABILIZATION RESERVE . . . )
' Balance; January 1 - : S e -
———Add: Transier i:omnet;ncome e $-27,976 -
Balance, December 31 ' $ 27,976 -
UNDIVIDED PROFITS
Balance, January 1 , . $264,761 = $257,521
- -Add: Net income : C 399,714 ‘191,631
Subtotal 664,475 449,152
Deductione :
Statutory transfer of net
income 79,943 38,324
Dividends paid on cepital
. stock , 243,918 146,065
Transfer to dividend
stabilization reserve 27,976 -
Total deductions 351,837 184,389
Balance, December 31° $312,635 $264,761

Because of rounding, minor differences may occur in some totals. The
accompanying notes are an integral part of this financial statement.

10



'SCHEDULE 7

FEDERAL HOME IOAN BANKS

SCKEDULE 7

OOMBINED STATEMENT OF CBANGES IN FTN NCIAL POSITION

FOR THE YEARS ENDING DECEMBER 31, 1978 AW 1977

1978 197
FINANCIAL, RESOURCES WERE PROVIDED FROM: (000 omitted)~——
Operations: ,
Net income $ 399,714 $§ 191,631
Noncash charges/(credit) to income:
Depreciation and amortization of fixed
assets 1,709 2,078
Amortization of concessions on C/) bonds 8,328 6,186
Amortization of FHLBB assessments 2,099 -
Gain on sale of on-line data processing
services (5,254) -
Other - (294) {265)
Total from operations 406,302 199,630
Net proceeds from issuance of C/O:
Bonds 8,188,220 3,933,436

T o - -Discount notes_— e = e e o

Advances repaid 12,802,375 9,447,001
Proceeds from sale of capital stock 858,955 - 445,912
Proceeds from sale of on-line data processing
- gervices 6,514
Net deposits/(advances) between other FHLBanks :
" Increase/({decrease} in deposits - - 2,053,011 -187,853
Increase/(decrease) in securities sold under
agreements to repurchase
Increase/(decrease) in accrued interest payable 130,597 (4,947)
Amortization of discount on C/0 discount notes 148,078 22,567
Increase/(decrease) in other liaktilities 32,008 (5,357)
Total financial resources provided $32,010,724 $17,952,858

FINANCIAL RESOURCES WERE USED FOR:

Payments on maturing C/O:

Bonds $ 1,897,633 § 3,444,040

Discount notes 4,734,938 2,856,480
Advances made 25,299,560 13,757,907
redemption of capital stock 33,590 39,437
Dividends on capital stock 243,918 146,065
Net additions to bank premises and equipment {895) 1,727
increase/(decrease! in investments {334,142) (2,330,296)
Increase/(decrease) in accrued interest receivable 38,504 49,292
Increase/(decrease) in other assets 30,300 18,820
Increase/(decrease) in cash 67,318 {30,614)

Total financial resources used $32,010 724 $17,952,858

Because of rounding, minor differences may occur in some totals. The
accompanying notes are an integral part of this financial statement.

11



FEDERAI, HOME LOAN BANKS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1978 AND 197/

ORGANIZATION AND RELATED AGENCIES

The 12 District Federal Home Loan Banks (FHLBanks), together with
their member institutions, comprise the FHLBank System. The FHLBank
System is designed to promote home ownership through extensions of
credit to savings and home financing institutions. Member institu-
tions include all federally chartered savings and loan associations,
and membership is also available to qualified institutions, such as
State chartered savings associations and mutual savings banks,

The FHLBanks are instrumentalities of the Federal Government;
they are owned by and serve as central credit banks for member institu-
tions. A principal source of funds for the FHIBarks is sales to the
public of debt instruments (consolidated obligations) which are the
joint and several obligations of all FdLBanks.

The FHLBank System is governed and regulated by the Federal Home
- Loan-Bank Board (FHIBBoard) which-isan -independent Federal-agency in
the executive branch of Government. The FHLBRoard is the chartering
and regulacory authority for Federal savings and loan associations and
it governs The Federal Home Loan Mortgage Corporation (Mortgage Corpo-
ration), which is a secondary mortgage market facility. The principal
function of the Mortgage Corporation, which is owned by the FHLBanks,
is to promote the flow of capital into the housing markets by estab-
lishing an active secondary market in residential mortgages. Further,
the FHLBBoard governs the insurance of accounts in savings and loan
associations through the Federal Savings and Loan Insurance Corporation
(FSLIC). FHLBBoard expenses are met through assessments to the
FHLBanks and FSLIC and assessments to member institutions for examina-
tions.

1. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

The more significant accounting policies not described elsewhere
in the notes to the financial statements are as follows:

a. Investments—-Investment securities are stated at cost,
adjusted for amortization of premiums and accretion
of discounts,

b. Receivable from the Mortgage Corporation—Proceeds
from certain consolidated obligations have been passed
through to the Mortgage Corporation at the same inter-
est rates and maturities as the related consolidated

12



C.

d.

obiigations. The Mortgage Corporation is =ffectively
reimbursing the FHLBanks for interest; ac.ordingly,
the receivable from the Mortgage Corporation, related
debt, interest expense, and interest income, have
been offset and are not reflected in the financial
statements.

Bank premises, furniture and equipment, and leasehold
improvements—These assets are stated at cost less
accumulated depreciation and amortization. Deprecia-
tion and amortization are computed on the straight-
line method over the estimated useful lives of the
property or life of the lease,

Federal Home Ioan Bank Board Assessments—The FHLBBoard
assesses the FHLBanks an amount sufficient to provide
for the payment of the FHLBBoard's estimated operating
expenses. The FHLBanks expense their pro rata share

of the FHLBBoard assessment for operatmg expenses dur-
ing the year in which the assessment is levied. The

'FHLBBoard also assesses the FHLBanks an amount suffi-

cient to provide for the payment of the FHLBBoard's
capital expenditures for furniture, equipment, and
rurnishirgs for its building. These assessments are
treated as a deferred charge and amortization is com-
outed on the straight-line method over a 5~year period,
which began January 1, 1978.

In December 1974, the FHLBBoard assessed the FHLBanks
$40,000,000 for the estimated construction cost of the
FHLBBoard's new office building in Washington, D.C.

The FHLBBoard assessed an additional $5,000,000 in May
1977. The FHLBBoard will request payment of the
remaining $1,305,72C at such times as deemed necessary
to meet the anticipated construction expend).tures.

This deferred charqge for cost of quarters is amortized
to expense over a 25-year period using the straight-line
method, which began January 1, 1978.

Concessions on consolidated obligations—The amounts
allowed dealers in connection with the sale of consoli-
dated obligation bonds are deferred and amortized on
the straight-line method tc the maturity of the obliga-
tions. However, amounts applicable to the sale of
consolidated obligation discount notes are charged
directly to expense as incurred because of their short
term maturities.

13



f. Unearned commitment fees--Advance commitment fees
are received at the time the agreement is made.
Nonrefundable fees of less than $1.000 are taken
into incame immediately and fees of $1 +000 or more
are amortized to income over the period of the com-
mitment on a straight-line basii. Refundable fees
are deferred until the commitment expires or the
advance is made,

2. COMPENSATING BALANCES

The FHLBanks have agreed to maintain average collected cash
balances with various commercial banks in consideration for certain
services. These arrangements are informal and there are no legal
restrictions as to the withdrawal of funds. The compenasating bal-
ances were approximately $33,487,000 and $43,500,000 at Decenber 31,
1978 and 1977, respectively,

3. INVESTMENTS

A conq:arison of the book value and market value follows:
December 31, 1978
Book value  Market value

(000 omitted)——-—
U.S. Treasury obligations $ 2,200 $ 2,183
Federal funds sold 2,435,450 2,435,450
Term funds sold 250,000 250,000
Bankers acceptances 147,707 147,515
Securities held under
rasale agreement 97,000 97,000

Participation in the FHIBanks'
Consolidated Securities

Fund 482,017 481,941
$3,414,374 $3,414,089

14



December 31, 1977

Book value Market value

(000 omitted)
U.S. Treasury obligations $ 356,704 $§ 356,582
Federal funds sold 1,267,200 1,267,200
Term funds sold 257,500 257,500
Bankers acceptances 1,191,270 1,190,956
Securities held under
resale agreement 152,000 152,000

Participation in the FHIBanks'
Consclidated Securities

Fund _523,842 523,779

$3,748,516 $3,748,017
FHLBanks' Consolidated Securities Pund (Fund) was established by the

FHLBBoard to offer a centralived portfolio management system for
securities of the FRLBanks. mn:rdiswugcdbythemfﬂce of
Finance of the FHL3anks. The Fund invests primarily in short term

money market instruments.

4. ADVANCES TO MEMBERS

At Decemier 31, 1978 and 1977, the FHLBanks had advances
outstanding to members at interest rates ranging fram 6.50 to 12.75
percent and from 5.75 to 9.50 percent, respectively, as sumarized
below:

December 31, 1978

Years to Weighted average
m@turi Amount interest rate
(000 omitted) (percent)
0-1 $12,074,333 8.80
1-2 ' 8,024,716 8.49
2-3 5,418,754 8.44
34 3,023,342 8.33
4-5 2,345,693 8.33
5-10 1,775,285 8.25
After 10 8,000 8.00
$32,670,123 8.56

15



December 31, 1977

Years to Weighted average
- maturity Amount interest rate
(000 omitted) (percent)
0-1 $ 7,120,546 7.43
1-2 9,519,990 7.79
2-3 2,711,261 7.58
3-4 1,381,733 7.73
45 987,831 7.75
5-10 1,451,576 7.88
After 10 - -
$20,172,937 7.64

e———
 Aag—

Outstanding advances aggregating $27,740,362,862 at December 31, 1978,
and $17,547,048,000 at December 31, 1977, respectively, were collater-
alized by pledged investment securities-and first mortgage loans of -
the members which had a collateral value assigned by the FHLBanks of
approximately $32,066,871,791 and $23,315,243,000 at December 31, 1978
and 1977, respectively.

The capital stock of the FHLBanks owned by borrowing members is
pledged as additional collateral for outstanding advances.

The FHLBanks are participating in a below market interest rate
advance program initiated in 1974 to support the housing industry.
The advances may be prepaid without peralty, but only by tendering
the related consolidated obligations sold to support this program.
Advances of $3,479,976,900 were made under this program for a period
of approximately 5 years at rates of 0.5 percent to 0.79 percent below
the PHLBanks' cost of related 5-year consolidated obligations. The net
interest cost of this program amounted to approximatelv $18,004,191
and §18,223,000 for 1978 and 1977, respectively. Reme ining advances
outstanding under this program at December 31, 1978 and 1977, were
$2,899,401,400 and $3,356,782,000, respectively.

The FHLBanks are also participating in a Cammunity Investment
Fund, a S5-year advances program initiated in June of 1978. The pro-
gram provides funds to members meeting eligibility criteria for active
involvenent in presarving and revitalizing older communities. As of
December 1978, advances of $1,110,331,530 were outstanding under this
program for an average maturity of 3.3 years at rates ranging from
7.65 percent to 9.25 percent. These rates are one-half of 1 percent
below the estimated cost of issuing consolidated obligscions of

16



comparable maturities at the time the commitmer.ts to advance funds were
made. The net interest cast of this program amounted to approximately
$1,506,274 for 1978.

5. LOANS GUARANTEED BY THE AGENCY
R I D,

The Agency for International Development (AID) was established
by the Foreign Assistance Act of 1961, as amended. Under Sections
221 and 222 of the act, AID issues guarantees backed by the full faith
and credit of The United States of America to eligible U.S. investors
ensuring against loss of investments, including unpaid accrued inter-
est, in self-liquidating housing projects. The FHLBanks qualify as
eligible investors.

Under contracts of guaranty, the FHLBanks may, without the
approval of AID, sell participating interests to members of the FHLBank
System. The outstanding loan balances are reported net of participa~
tions bearing interest rates ranging from 7.25 to 9.25 percent at
December 31, 1978. The weighted average interest rates on AID loans
outstanding at December 31, 1978 and 1977, are 8.34 and 8.06 percent,
respectively. The December 31, 1¥78, loan balances mature between 1989
and 2007.

The FHLBanks receive service fees for these loans against which
direct expenses associated with the financing arrangements are netted.
The balance is deferred and amortized into income at 1 percent per
month, .

6. INVESTMENT IN THE MORTGAGE CORPORATION

The investment in the Mortgage Corporaticn is stated at -—ost and
consists of 100,000 shares of nonvoting capital stock. The under-
lying book value of the Mortgage Corporation At Decambe: 31, 1978 and
1977, was approximately $202,035,000 and $177,000,000, respectively.

7. CONSOLIDATED OBLIGATIONS

Consolidated Federal Home Loan Bank obligations are the joint and
several obligations of all Federal Home Loan Banks. The outstanding
obligations of the FHLBanks, including the passthroughs to the Mort-
gage Corporation (see note 1) at December 31, 1978 and 1977, were
$27,563,295,000 and $18,344,875,000, respectively.

Regulations require the FHLBanks to maintain in the aggregate,

unpledged qualifying assets in an amount equal to “ue consolidated
obligations outstanding. "Qualifying assets" are defined as cash,

17



obligaticns of or fully guaranteed by the United States, secured
advances, and federally insured or guaranteed mortgages. The FHIBanks
were in compliance with this requirement at December 31, 1978 and 1977.

The following is a summary of the FHLBanks' participation in
consolidated obligations:

December 31, 1978

Bonds
Years to ~ Range of Weighted average
maturity coupon rates coupon rate Outstanding
(000 omitted)
0-1 7.20-9.50 8.21 $ 6,176,545
1-2 6.65~9.75 7.95 6,250,000
2-3 - , 6.60-9.55 7.87 2,140,000
3-4 7.45-8.63 8.00 2,610,000
4-5 7.30-9.00 8.20 1,160,700
5~-10 7.38-8.75 7.60 2,760,000
7.99 521,097,245
Discount no*tes
Book value Par value
({000 cmitted)———-o
Due within 1 year $4,012,209 34,120,050
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December 31, 1977

Bonds
Years to Range of Weighted average
maturity coupon rates coupon rates Outstanding
(000 omitted)
0-1 7.25-9.38 7.93 $ 1,887,905
1-2 7.20-9.50 8.36 4,286,270
2-3 6.65-7.80 7.25 3,150,000
3-4 6060-8-65 7.21 1,540'000
4-5 7.45-8.63 7.81 1,010,000
5-10 7.30-8.10 7.64 2,920,700
7.77 $14,794,875
Discount note
Book value Par value
(000 omitted)
Due within 1 year $1,214,130 $1,227,900

‘The FHLBanks' participation, as shown above, is reported net of
advances to the Mortgage Corporation in the form of passtaroughs of the
proceeds of certain consolidated obligations. The following is a sum~
mary of the passthroughs:
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December 31, 1978

Bonds
Years to Range of Weighted average
maturity coupon rates coupon rates Qutstanding
(000 anitted)
0-1 - - -
1-2 7.50-9.45 8.47 $ 200,000
2-3 8.65 8.65 360,000
3-4 8.63 8.63 150,000
4-5 8.75 8.75 300,000
5-10 7.38-8.13 7.78 - 440,000
After 10 7.38-7.88 7-59 700,000
8.13 $2,190,000
Discount notes
Book value Par value
———(000 omitted)-—-
Due within 1 year $156,000 $152,275
December 31, 1977
Bonds
Years to Range of Weighted average
maturity coupon rates coupon rates Cutstanding
(000 omitted)
0-1 9.38 9.38 $ 300,000
1-2 9.45 9.45 100,000
2-3 - - -
3-4 8.65 8.65 360,000
4-5 8.63 8.63 190,000
5-10 7.38-8.75 8.20 540,000
After 10 7.38-7.88 7.59 700,000
8.33 $2,190,000

|

St p———
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8. PROMISSORY NOTE PAYABLE
U.5, URY -

Section 11(i) of the Federal Home Ipan Bank Act authorizes the
Secretary of the Treasury, in his discretion, to extend credit to the
FHLBanks aggregating "ot mcre than $4 billion; the verms, conditions,
and interest rate to be determined by the Secretary. There are no out~
standing borrowings from the U.S. Treasury at December 31, 1978 and
1977.

9. CAPITAL

The capital stock of the FHLBanks has a par value of $100 per
share and may not be issued at a price less than par value. The stock
is nonnegotiable and can be redeemed only at the FdLBanks, within lecal
lirits.

Retained earnings of the FHLBanks consist of undivided profits, a
legal reserve, and a dividend stabilization reserve. Fach FHLBank must
transfer 20 percent of its net income to the legal reserve semiannually
until the reserve equals the capital stock amount. Thereafter, 5 per-
cent of the FHLBank's net income must be allocated for this purpose.

Dividends may be paid to members annually on the cap’tal stock
issued and outstanding at December 31, based on the actual period that
tne stock is held durxng the year. They are paid only out of the cur-
rent calendar year's earnings and the divideid stabilization reserve
- and may be paid in the form of capital stu:k. The maximum dividend
rate permissihle is a rate egual to the average cost of funds to all
FSLIC insured savings and loan associations in the FHLBank District for
the 6-month period ending June 30 of the current year. The FHL3ank
is also required to maintain a level of undivided profits so that the
ratio of 5 years' average advances outstanding to undivided profits
does not exceed 100 to 1.

The dividend stabilization reserve, authorized L; the FHLBBoard
in 1978, may be utilized to transfer a percentage rf the FHIBank's
current year's earnings remaining after the required rransfer to the
legal reserve and payment of the maximum dividend allowed. Funds made
available by a decision to pay less than the mmaximum &ividend permis-
sible may also be placed in tliis reserve.

10. OW-LINE DATA CENTER DIVESTITURE

On December 5, 1977, the U.S. Court «.f Appeals for the Sixth
Circuit affirmed the District Court‘s ruling that the FHLBBoard lacied
statutory authority to permit any of the FHLBanks to offer data



centers were sold in 1978. Revenues from the on-line data processing
- . centers were approximately $11,185,000 in 1978 and $14,957,000 in 1977.

~© - The FHLBanks are participants in the Savings Associations
Retirement Fund (Fund) and substantially all of their officers and
employees are covered by the Fund. The FHLBanks' contributions are
determined by the Fund. Pension costs charged to operating expenses
were $2,703,492 in 1978 and $2,804,000 in 1977.

12. CG'HITHNTS

~ . Rental expense of $5,257,090 in 1978 and $5,161,156 in 1977 for
premises and equipment has been charged to oxpense. Minimum rentals
for each of the next 5 years and for the subsequent 5-year period-are-
~as follows: I e

’7 Vﬁ‘ Ai - ,;,7: 7 ,:hh 7Y§r ,, 7 ,, 777—M—7———— T
’ ~ (000 omitted)
T o 19719 '$ 3,323,700
, 1980 3,174,314
e e e OB 259075262

. .1983 S 2,071,222
1984-1988 8,082,458

$21£802,221

The FHLBanks' premise lease agreements provide for increases in
basic rentals from increased property taxes and maintenance expense.
Commitments for advances to members and to foreign borrowers under

guaranteed loans totaled $1,437,120,000 and $18,900,000, respectively,
at December 31, 1978.

As provided for in Section 306(c) of the Federal Home Loan
Mortgage Act, the FHLBBoard has provided for the guarantee by the
FHLBanks of certain borrowings of the Mortgage Corporation from the
Federal Home Loan Bank of New York.

Each of the FHLBanks participates in the guarantee in proportion
to its investment in the capital stock of the Mortgage Corporation
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o (see note 6). The FHLBanks have guaranteed $2,190,000,000 of the : 7
Mortgage Corporation's borrowings from the Federal Home Loan Bank of
New York, in the form of ‘passthroughs of the proceeds of certain '
consolidatea okligation bonds. 7 7 L

13. CONJSINGENCY

In December 1976, a lawsuit was instituted against the Federal
Home Loan Bank of San Fruncisco and the FHLBBoard members, claiming
that there was no authority in the Federal Home Loan Bank Act for the
San Francisco Bank to perform money order accounting, processing, and
reconciliation functions for its members. On April 15, 1977, the Dis-
trict Court issued an order that prohibited the San Francisco Bank
from performing such functions and related matters and prohibitad the
FHLBBoard from authorizing any of the FHIBanks to engage in money order
related activities. -

The FHLBBoard and the Federal Home l‘.oénEankof San Francisco

have appealed this decision to the U.S. Court of Appeals for the Ninth it

e ——eifgaiﬁ@n&ﬂtemistriﬂtmas;s%aﬁé%s -order-pending-appeal. -

‘Waile the outcome of this litigation cannot be predicted with cer~
tainty, counsel and management are of the opinion that the FHLBBoard
and the San Francisco Bank have meritorious defenses to this suit. 1In
the event that the FHLBBoard and the San Francisco Bank do not prevail,
management of the FHLBanks is of the opinion that the impact on the = = = =
FHLBanks' financial position and operations will not be material. -

.
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FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION

DECEMBER 31, 1978 AND 1977
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- SCHEDULE 8

 SCHEDULE 8

FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION
' COMPARATIVE STATEMENT OF FINANCIAL CONDITION
" AT DECEMBER 31, 1978 AND 1977

ASSETS:

Cash

Receivables (note 5)

Investments at amortized cost
{(notes 1 and 2)

Accrued interest on investments

Assets acquired from insured
institutions, net (note 3)

Loans to insured institutions and
accrued interest, net (note 5)

Subrogated accounts and related
interest, net (note 3)

~ Deferred charges and other assets -

(note 1)

'Ibtal

LIABILITIES AND RESERVES:

Miscellaneous accrued and other
liabilities

Allowance for estimated losses
for contribution agreements
(notes 3 and 4)

Deferred credits

Primary reserve
(cumulative net income)

Secondary reserve
(premium prepayments)

Total

25

1978 1977

$ 114,589 $ 7,493,620
12,971,875 5,649,539
5,204,933,587  4,789,897,294
86,617,550 76,917,685
42,037,071 29,226,595
22,404,510 16,189,148
- 2,214,957

107,888 115,768
$5,369,187,070  $4,927,704,606

$ 5,685,758

$ 8,465,704

30,510,927 42,723,917
4,741,385 3,746,509
4,227,765,462  3,652,998,862
1,100,483,538  1,219,769,614
$5,369,187,070  $4,927,704,606

The accompanying notes are an integral part of this financial statement.



SCHEDULE 9 - SCHEDULE 9

COMPARATIVE STATEMENT OF INCOME, EXPENSE, AND PRIMARY RESERVE
FOR THE YEARS DECEMBER 31, 1978 and 1977

1978 1977
INCOME::
Insurance premiums (note 1) $ 331,112,550 $ 293,328,229
Interest on investments 358,552,422 320,569,352
Interest on loans to insured
institutions 731,736 802,270
Interest on subrogated accounts 16,696,490 -
Income cn assets acquired from
insured institutions 2,000,999 2,005,371
Interest .income on notes
receivable and advanced :
contributions (note 5) 527,277 231,314
Miscellaneous income (note 5) 18,147 30,706
Nonoperating income 133,272 6,193,602
— = Total income B 709,772,893 - _ 623,160,844
EXPENSES:
Administrative expenses 765,349 873,934
Services rendered by Federal '
Home Loan Bank Board 21,527,595 20,755,996
Insurance settlement and other ,
expenses 22,668,261 4,582,415
Unallocated nonadministrative
expenses 905,763 686,404
Net provision for losses
(note 3) 9,791,240 24,606,239
Interest applied to members'
equity in secondary reserve 79,348,085 85,892,932
Total expenses 135,006,293 137,397,920
Net income $ 574,766,600 $_ 485,762,924
PRIMARY RESERVE:
Balance, beginning of year $3,652,998,862 $3,167,235,¢38
Net income transferred to
primary reserve 574,766,600 485,762,924
Balance, end of year $4,227,765,462 $3,652,998,862
3 ey

The accompanying notes are an integral part of this financial statement.
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SCHEDULE 10

FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION
COMPARATIVE STATEMENT OF CHANGES IN FINANCIAL POSITION

FOR THE YEARG ENDED DkCEMBER 31, 1578 AND 1977

FINANCIAL RESOURCES WERE PROVIDED BY:
Operations:
Income:

Insurance premiums (other than
transfer from secondary reserve
to pov insurance premiums of
$96,649,976 and $85,921,884 in
1978 and 1977) (note 1)

Interest on investments {net of
$1,222,896 and $3,358,861 in
amortized net discounts for
1978 and 1977)

Interest on loans to insured
institutions (note 5)

Interest from subrogated accounts

Income on assets acquired from
insured institutions

Other income (note 5)

Total

Less expenses:
Administrative expenses
Services rendered by FHLBE
Insurance settlement and other
€xpenses
Unallocatied nonadministrative
expenses

Net resources provided by
operations

Decrease/(increase) in:
Loans to insured institutions and
accrued interest (note 5)
Subrogated accounts in insured
institutions in liguidation and
related interest
Losses on assets acquired (note 3)
Provision for losses--subrogated accounts
Cash

Increase/(decrease) in:
Defcrred credits

Total resources provided

27
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(note )

1978 1977
$234,462,574 $207,406,344
357,329,525 316,610,491
1,259,014 - 1,033,585

16,696,490 -
2,000,999 2,005,371
151,419 6,224,308
611,900,021 533,280,099
765,349 873,934
21,527,595 20,755,996
22,668.260 4,582,415
905,763 686,404
566,033,054 506,381,350
(6,215,363) 2,067,217
2,214,956 6,964,673
3,764,579 2,754,688
- 453,560
7,379,031 (7,230,641)
994,877 2,420,271
$574,171,134 $§13.811,118



3CHEDULE 10 (cont'd) SCHEDULE 10 (cont'd)

1978 1977
FINANCIAL RESOURCES WERE APPLIED TO:
Net additions in investments $413,813,397 $386,189,135
Refund of secondary reserve 101,984,184 93,082,920
Contributions to insured institutions 21,504,231 21,756,671
Increase/(decrease) in:
Accrued interest on investments ¢ ,699,865 1,863,621
Assets acquired from insured
institutions (note 3) 17,07 ,055 6,988,010
Accounts receivable (note 5) ’ 7,242,335 1,309,671
peferred charges and other assets
(note 5) (7,879) 79,421
Decrease/(increase) in:
Miscellaneous accrued and other ,
liabjlities 2,779,%46 541,669
Total r -urces applied $574,171,134 $513,811,118

The accompanying notes are an integral part of this financjal statement.
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FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1978 AND 1977
1. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

a. Investments

Investment securities are stated at cost, adjusted for amortiza-
tion of premiums and accretion of dis.ounts. Such amortization and
accretion are computed on the "constant yield" method at rates based
upon the lives of the related securities and are recognized as an
adjustnent to interest income on investments.

b. Furniture and equipment

These assets are stated at cost less accumulated depreciation.
Depreciation is computed on the straight-line method over the esti-
mated useful lives of the property. The net balance of this account
is insignificant and is included in other assets.

c. Income recognition

Insurance premium income is recogn’zed as earned when member
institutions are assessed.

2. INVESTMENTS
The investments at December 31, 1975 and 1977 are as follows:

1978 ' 1977

Book Market Book Market
value value value value

e (000, 000 cmitted}

U.S. Treasury obligations $5,119.4 $4,780.1 $4,658.5 $4,573.6
Federal agency securities 85.5 72.8 131.4 122.5
Total $5,204.9 $84,852.9 $4.789.9 $4,696.1
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3. Aummmssmmssm

An analysi.s of the changes in the alloulmees for possible losses
.on the accounts described below for years ended December 31, 1978 and
1977, follows:

_ ' 1978 1977
-Assets acquired from insured
institutions
Balance, beginning of period $ 8,738,247 §$ 5,633,559
aAdd: Prevision charged to '
expense : 500,000 350,000
Add: Adiustment due to
acquisition 4,393,567 3,130,093
Less: losses on assets . ~
acquired 628,988 375,405
Balance, end of penod $13§002! 826 §$ 8,738,247
Oontributi.on agreements R -
Balance, beginning of period $42,723,917 $39,770,789
Add: Provision charged to ,
expense 9,291,240 24,709,799
Less: Contributions paid out 21,504,230 21,756,671
Balance, end of period $30!510!927 $42;723!917

4. ALLOWANCE FOR ESTIMATED LOSSES
R ORIEOTTON ATERTs

PSLIC enters into contribution agresments to restore an insured
institution to normal operations and, under these arrangements, agrees
to make, or commits itself to make, a cagh contribution, The remain-
ing contingent liability under these agreements totaled $88,147,778
and $104,950,283 at December 31, 1978 and 1977, respectively.

5. LOANS TO INSURED INSTITUTIONS

Loans to insured institutions include advance payments made by
PSLIC to associations in default prevention actions. Advance payments
?:i related interest amounted to $10,353,616 in 1978 and $2,075,616:

1977,

6. STATEMENT MT .

, Certain 1977 figures vary from prior year annual statement due
to reclassification. Statement format has been standardized in 1978.
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rm:. HOME LOAN MORTG/GE CORPORATION
' FINANCIAL s'n\mus
DECEMBER 31, 1978 AND 1977
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SCHEDULE 11

FEDERAL HOME LOAN MORTGAGE CORPORATION
BALANCE SHE:R 7
FOR YEARS ENDED DECEMBFR 31, 1978 AND 1977

SCHEDULE 11

December 1
ASSETS 1972 1977

~==—=(000 omitted)—-—-

MORTGAGE LOANS, AT UNPAID PRINCIPAL
BALANCES (notes 1 and 4):
Insured by Federal Housing
Administration (FHA) or guaranteed

by Veterans Administration (VA) $ 1,298,895 $1,450,321
Participation in conventional .
mor tgages 1,599,536 1,450,756
Conventional mortgages 192,336 365,892
3,090,767 3,266,969
Less: .
Unamortized mortgage
purchase discount (note 1) 53,105 62,859
Allowance for possible
losses (note 5) 9,000 9,000
Total mortgage loans 3,028,662 3,195,110
CASH AND TEMPORARY CASH INVESTMENTS 334,852 121,367
ACCRUED INTEREST RECEIVABLE 26,576 25,559
ACCOUNTS RECEIVABLE AND OTHER ASSETS 66,763 28,982
CLAIMS AGAINST FHA AND VA, NET OF _
ALLOWANCE FOR LOSSES OF $100,000 1,012 1,201
REAL ESTATE OWNED, AT THE LOWER OF COST
OR ESTIMATED REALIZABLE VALUE 2,673 2,618
UNAMORTIZED MORTGAGE SALES DISCOUNT
AND DEBT EXPENSE 235,701 126,365

Total assets $_3,696,239

$3,501,202

The accompanying notes are an integral part of this financial statement.
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SCHEDULE 11 (cont'd)

LIABILITIES AND STOCKHOLDERS' EQUITY

SCHEDULE 11 (cont'd)

December 31

1078

1977

~——{(000 omitted)=~ew~

- NOTES AND BONDS PAYABLE (note 7) $ 3,065,586 $3,109,692
C"HER LIABILITIES:
Accrued interest 43,657 51,709
Accounts payable and other
accrued experises 1,574 24,489
Principal and interest due
to Mortgage Participation
Certificate investors 199,892 117,673
Total liabilities 3,310,709 3,303,563
RESERVE FOR MANAGEMENT FEE
AND GUARANTEES (note 3) 33,500 21,000
CONTINGENCIES (note 2;:
Mortgage Participation and
Guaranteed Mortgage Certificates 12,016,759 6,764,723
Less:
Underlying mortgage loans
sold 12,016,759 6,764,723
Total contingencies - -
SUBORDINATED CAPITAL DEBENTURES AT
$.375 PERCENT (note 8) 150,060 -
COMMITMENTS (note 6)
STOCKHOLDERS' EQUITY:
Common stock, nonvoting, $1,000 par
value; no maximum authorization;
100,000 shares issued and
outstanding 100,000 100,000
Capital in excess of par value
(note 9) 75,000 -
Retained earnings 27,030 76,639
Total stockholders' equity _202,030 176,639
Total liabilities and capital $ 3,696,239 $3,501,202
. e —

The accompanying notes are an integral part of this financial statement.
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SCHEDULE 12 SCHEDULE 12

FEDERAL HOME LOAN MORTGAGE CORPORATION
STATEMENT OF INCOME AND RETAINED EARNINGS

Years ended December 31
1978 1977 1976 1975 1974

INCOME: (000 amitted)

Interest and

discount on

mortgage loans,

ret (note 1) $235,393 $288,673 $369,928 $397,526 $257,115
Management and

guarantee fee

(note 2) 13,595 8,956 3,271 3,285 1,904
Interest on
temporary cash :

investments 44,693 13,338 66,657 41,053 35,581
Other incaome 2,576 3,394 4,059 3,535 385

Total income 296,757 314,361 443,915 345,399 295,485

EXPENSES:

Interest on bor-

rowings and ’

related costs 242,478 270,784 419,058 407,745 250,362
Provision/(credit)

for losses,

management fee

and guarantees

(note 2) 12,874 8,218 (995) 11,386 32,577
Commitment fees 1,235 2,952 1,005 587 -
Administrative 14,279 11,744 10,686 10,173 7,554

Total expenses 270,866 293,698 429,754 429,891 290,493

Net income 25,391 20,663 14,161 15,98 4,992
Retained earnings,

beginning of year 76,639 55,976 41,815 26,307 21,315
Transfer to capital

in excess of par

value {75,000) - - - -

Retained
earnings,
end of year §$ 275030 $ 76,639 $ 55,976 $ 41,815 $_26,307

The accompanying notes are an integral part of this financial statement.
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SCHEDULE 13

SCHEDNLE 13

FEDERAL HOME LOAN MORTGAGE CORPORATIN
STATEMENT OF CHANGES IN FINANCIAL POSITION

FUNDS PROVIDXD:
Net income
Charges/(credits) to income
not affecting funds:
Amortization of
mortgage purchase
discount (note 1)
Amortization of
mortgaqge sales
discount and debt
expense (note 1)
Provision/(credit)
for losses, .
management fee
and guarantees
(note 2)
Funds provided from
opeiations
Mortgage loan principal
repayments
Proceads from issuance
of notes and ponds,
net of debt expense
Proceeds firom advances
for Special U.s.
Treasury Program
(note 10)
Mortgage loans sold:
Mortgage Farticipation
Certificates, net of
repurchases
Guaranteed Mortgage
Certificates
FHA/VA
Increase/(decrease) in
short term discount
notes
Other items, net

Total funds
provided

Years ended December 31

1978 1977 1976 1975 1924
{000 omitted)—

§ 25,391 § 20,663 $ 14,161 $§ 15,203 § 4,992
(9,021) (6,265) (7,501) (7,668) {6,545}
22,350 5,663 2,353 1,643 1,26
12,874 8,218 (995) 11J2§§ 32,577
51,594 28,279 8,018 20,869 32,285

291,130 446,279 456,469 290,538 156,659
448,855 537,269 - 211,023 1,696,400
- - - 879,500 695,0")
5,585,393 3,966,627 937,297 452,111 42,771
693,85C 594, 306 398,200 497,250 ~-
- 7,064 35,425 66,939 -
20,551 131,360 - (147,600) 147,600
828 27,252 (18,525) 50,959 788
57 092 ?Ol 555738 430 $1.816.Bfi $2,321,589 $2l771'503

35



SCHEDULE 13 (cont'd)

FUNDS APPLIED:
Mortgage loans purchased,
net of discount:
Regular programs
special U.S. Treasury
Program (note 10)
Notes and bonds retired
Repayments of advances
for Special U.S.
Treasury Program -
(rote 10)
Increase/(decrease) in
cash and temporary
cash investments

__ Total funds

SCHEDULE 13 (cont'd)

vYears ended December 31

_—

The accompanying notes are an integral part of this financial statement.
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1978 1977 1976 1975 1974
(000 omitted)

$6,510,711 (4,116,007 $1, 125,188 § 828,808 $1,488,570
- - - 875,672 677,196
368,006 913,482 698,878 2,023 554,935

- 1,171,741 387,453 15,306 -
213,484 (462,800) (394,635) 599. 780 50,802

-$7,092,201 - '§5,1738,430 $,1;;&l678§f*1$2ﬂ217589

©$2,771,503



FEDERAL. HOME LOAN MORTGAGE CORPORATION
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1978 AND 1977

1. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Recognition of Gain (Loss) on Mortgage Loans

The Federal Home Loan Mortgage Corporation (the “Corporation”)
provides for estimated losses on mortgage loan purchases, including
outstanding commitments, which may he incurred upcn the funding uf such
purchases- through a security sale, or upon sale of the loans, and pro-
vides allowances for uninsured losses. To the extent a loss is indica-
ted on tae financing of mortgage loans, the loss attributable to such
financing is charged against the allowance for possible losses which is
- reflected in the balance sheet as a reduction of mortyage loans. This
reduction in the mortgage loans results in additional yield which is
recognized over the term of the related borrcwing., To the extent a
loss is indicated on the sale of mortgage loans in the form of Mortgage
Participation Certificates (PCs) or Guaranteed Mortgage Certificates
(@Cs), the loss attributable to such sales (including estimated future
administrative costs) is recognized currently. Gains or losses on out-
right sales of mortgage loans without recourse to the Corporation are
recognized at the time of sale.

Mortgage purchase and sales discount

Discount on mortgage luans purchased is recorded as income cver
the life of the related mortgnge loans using the level yield method.

Mortgage Participation Certificates and Guaranteed Mortgage
Certificates (see note 2) may be sold at discounts. Discount on
Mortgage Participation Certificates is amortized over the life of the
related mortgage loans, and discount on Guaranteed Mortgage Certifi-
cates is amortized over the period tc the optional repurchase date,
both using the level yield method. This amortization is recorded as a
reduction of management and guarantee fee income in the accompanying
financial statements.

Effective January 1, 1978, the Corporation increased the rate of
amortization of mortgage purchase and sales discount based on its
revised estimate of the average life of the related mortgage loans.
The effect of this change was to decrease net income by $5.067 million
for the year ended December 31, 1v78.
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Amortization of debt expense

Debt expense is amortized over the period during which the related
indebtedness is outstanding.

Commitment fees

Commitment fees received/paid are deferred and treated as
additional mortgage purchase/sales discount when delivery occurs, or
recognized as income/expense if delivery does not occur.

2. MORTGAGE LOAN SALES AND RELATED MATTERS

The Corporation sells PCs and GMCs representing undivided interest
in mortgage loans. The Crrporation guarantees the timely payment of
interest and the collection of principal on the underlying mortgage
loans. Sales of PCs and GMCs provide for the Corporation to manage
and quarantee the underlying mortgage loans. If the Corporation's net
yield after estimated management fee and guarantee is less than the
effective rate payable to the investor, the Corporation recognizes
the estimated loss ("negative interest margin") currently. Interest
margin, representing the excess of the effective interest income rate
to the Corporation cver that payable to the investor, is recognized as
earned over the life of the related mortgage loans aind is teported as
management and guarantee fee income in the accompanying financial
statements.

Holders of PCs receive interest monthly at the certificate rate
together with their pro rata share of pirincipal payments received by the
Corporation. The issued certificates have been accounted for as sales,
and the mortgage loans and the certificates issued are accordingly
excluded from the Corporation's mortgage portfolio. Unpaid balances
of the ocutstanding certificates were approximately $10.152 billion and
$5.408 rillion at December 31, 1978, and December 31, 1977, respec-
tively. At December 31, 1978, the weighted average remaining term to
maturity of the related mortgage loans was 28 years. At December 31,
1978, and December 31, 1977, the excess effective interest income rate
to the Corporation over that payable to the PC investor was 0 percent
and 0.16 percent, respectively. The effective interest income rate
to the Corporation and effective rate payable to the investor have been
adjusted to semiannual yield equivalent.

Holders of GMCs are paid interest semiannually at the certificate
rate, and annually their prc rata share of principal collected or spe-
cified minimum annual principal reductions, whichever is greater. Any
GMC holder may, at his option, require the Corporation to repurchase
such certificates on a designated “"optional repurchase date" at the
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then unpaid principal balance. At December 31, 1978, such optional
repurchase dates range from March 15, 1990, to September 15, 2003.

At December 31, 1978, and December 31, 1977, outstanding GMCs totaled
$1.865 billion and $1.356 billion, respectively, and the excess effec-
tive interest income rate to the Corporation over that payable to the
GMC investor was 0.36 percent and 0.39 percent, respectively. The
effective interest income rate to the Corporation has been adZusted to
semiannual yield equivalent.

As the Corporation recognizes estimated losses attributable to
“negative interest margin“ on PCs and GMCs currently, management
believes that the principal risk to the Corporation subsequent to the
consummation of PC and GC sales relates to its guarantees of the
timely payment of interest, the collection of principal on the under-
lying mortgage loans, and the recovery of future administrative costs
relative to the PC and GAC programs.

The maximum contingent liability of $12.017 billion at December 31,
1978, plus interest, is offset by a like amount of interest bearing
mortgage loans underlying the PCs and GMCs, including principal collec-
tions held in the GMC Trusts of $146 million at December 31, 1978, and
$141 million at December 31, 1977. In ma:agement's opinion, the $33.5
million reserve for management fee and guarantees is adequate to absorb
any losses anticipated at December 31, 1978. 1In addition, assuming
that the mortgage loans underlying the PCs and GMCs have a weighted
average life of 7.73 years (which approximates the weighted average
life of the 8-year prepayment assumption), gross interest margin of
$409 million, representing the excess of the mortgage coupon over the
PC or GMC certificate rate will become available to absorb future
losses, unamortized mortgage sales discounts, and administrative costs
attributable to the PCs and GMCs outstanding at December 31, 1978.

The $409 million is an estimate based on assumptions concerning the
life of the mortgages. If the actual mortgage loan repayment experi-
ence should differ from the assumptions, the resultant amount of
interest margin also would be different.

3. RESERVE FOR MANAGEMENT FEE AND GUARANTEES

An analysis of the changes in the Reserve for Management Fee and
Guarantees for the years ended December 31, 1978, and December 31,
1977, follows:
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December 3]
1978 iajz

——(000 omitted)-—

Balance, beginning of period $21,000 $13,116
Provision reflected in current
earnings 12,848 8,174
Loss on mortgages sold (348) (290)
Balance, end of period $33,500 $21,000

4. MORTGAGE LOANS

As of December 31, 1978, and December 31, 1977, the effective net
yield on mortgage loans, adjusted to semiannual yield equivalent and
adjusted for the effect of discount amortizations, less servicing
fees, was as follows:

December 31
1978 1977
—(percent)-—-
FHA and VA mortgages 8.11 7.88
Participation in
conventional mortgages 9.96 9.09
Conventional mortgages 9.89 9.10

5. ALLOWANCE FOR POSSIBLE LOSSES
ON

An analysis of the changes in the Allowance for Possible Losses on
Mortgage Loans for the years ended December 31, 1978, and December 31,
1977, follows:

December 31
1978 1977

—(000 amitted)-—-

Balance, beginning of period $9,000 $9,000
Provision charged to current
earnings 26 44
Loss on mortgages sold (26) (44)
Balance, end of period $9,000 $9,000
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6. COMMITMENTS

The Corporation's outstanding commitments to purchase and sell
mortgage loans at December 31, 1978, and December 31, 1977, are summa-
rized as follows:

Commitments to purchase

The average contract rate on commitments to purchase mortgage
loans is determined after deducting servicing fees. Delivery of mort-
gages under the 6-month and 8-month forward cumitment programs is at
the option of the seller; delivery is mandatory under all other com-
mitment programs, and must occur within 60 days of the contract date.

Commitments to sell

The Corporation's PCs are continuously offered for sale under both
mandatory and optional delivery programs. Delivery periods range from
7 to 150 days under the me datory program. Offers where delivery is at
the Corporation's option have Settlements between 120 and 270 days from
the date of :he contract. The Corporation pays commitment fees ranging
up to 1.0 percent depexding on the length of delivery period and the
specific program being offered at the time of sale.

Commitments to Purchase

December 31, 1978 December 31, 1977
Average Average
contract contract
rate rate
(note a) Amount (note a) Amouni;

(percent) (000 omitted) (percent) (000 omitted)

FHA/VA - $ - 8.56 $ 10,000

Conventional mortgages
Home 10.21 896,595 8.93 734,000
Multifamily 10.38 27,125 9.27 21,000
Forward programs 10.33 486,608 8.81 298,000
$1,410,328 $1,063,000

3/The average contract rates have been computed based on an 8-year
prepayment assumption.
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Commitments to Sell

December 31, 1978

Average effective

December 31, 1977

Average effective

rate payable rate payable
to investor to investor
(note a) Amount (note a) Anount

(percent) (000 omitted) (percent) (000 omitted)

Mandatory 9.69 $21G,600 8.59 $470,000
Optional 9.93 281,000 8.59 295,000
$491,600 $765,000

———————tn

a/The average effective rate payable to investor has been computed
based on an 8-year prepayment assumption.

‘7. NOTES AND BONDS PAYABLE

A summary of notes and bonds payable is as follows:
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December 31, 1978 December 31, 1977

Effecti = Effective
interest interest
Maturity rate Balance rate Balance

(percent) (000 omitted) (percent) (000 omitted)

Advances from the
FHLBank
(passthrough of
short term discount ‘ .
notes) 1973 8.71 $ 156,000 6.24 $ 132,100

Bond payable to :
bank 1986 7.75 17,927 7.75 18,748

Notes to the FHLBank
(passthrough. of
Consolidated
Federal Home Loan

Bank Obligations) 1978 - - 9.43 300,000
1979 8.54 200,000 9.50 100,000
1981 8.69 - 360,000 8.69 360,000
1982 8.65 190,000 8.65 190,000
1984 8.78 300,000 8.73 300,000
1985 7.84 440,000 7.58 240,000
1983/1993 7.41 400,000 7.41 400,000
1987/1997 7.91 300,000 7.91 300,000
2,190,000 2,190,000
Mor tgage -Backed
Bonds 1978 - - 5.30 51,375
1979 6.06 103,580 6.06 103,580
1980 5.36 197,593 5.36 198,903
1985 5.33 3,461 5.33 3,461
1983/1995 8.69 112,025 8.69 119,025
1984/1996 7.84 135,000 7.84 142,500
1982/1997 7.25 150,000 7.25 150,000
701,659 168,844
Notes and bonds payable $3,065,586 $3,109,692
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Scheduled principal payments for all notes and bonds payable due for
each of the next 5 years are as follows:

Year Paxmgnt
(000 omitted)
1979 $476,347
1980 $211,683
1981 $375,544
1982 $205,520
1983 $ 15,727

The bond payable to bank is collateralized by a like amount of
FHA/VA mortgages and calls for specific annual principal repayments
ranging from $882,000 to $1;408,000 over the remaining life of the
bond with the balance due at maturity. ‘

The 1982/1997, 1983/1995, and 1984/1996 Mortgage-Backed Bonds and
the 1983/1993 and 1987/1997 Notes to the Federal Home Loan Bank are
redeemable at the Corporation's option commenciiig 1982, 1983, 1984,
1983, and 1987, respectively, at their face value. On the 1983/1995
and 1984/1996 bonds, a sinking fund provides for annual retirements
of $7.0 million and $7.5 million principal amount of bonds, respec-
tively, which commenced in 1976 and 1977. 1In addition, the Corporation
has a noncumulative option to increase the sinking fund amounts each
year by an amount not exceeding the annual retirement amounts. The
1980 bond calls for specific semiannual principal repayments ranging
from $335,000 to $1,115,000 over the remaining life of the bond, with
the balance due at maturity.

All Mortgage-Backed Bonds are guaranteed as to principal and
interest by the Government Na' ‘onal Mortgage Association (GNMA). Under
the provision of a Trust Indenture with GNMA dated October 26, 1970,
and supplements thereto, the Corporation conveyed mnrtgages to the
Trust as security for the Mortgage-Backed Bonds. Ar of December 31,
1978, and December 31, 1977, Trust assets of approximately $800 million
and $1.3 billion, respectively, constituting primarily principal balan-
ces of such mortgages, are restricted for the payment of principal and
interest on the Mortgage-Backed Bonds and are included in the accompa-
nying balance sheet.

The FHLBanks are required to maintain certain assets equal to
their outstanding consolidated obligations. With respect to $100
million of the notes to the Federal Home Loan Bank maturing in 1979,
and $200 million maturing in 1985, the Corporation may be required
to pledge a portion of its FHA/VA mortgages retained in portfolio
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to collateralize a portion or all of the $300 million obligation
for the periods during which the FHLBanks do not meet their
aforementioned requirements.

8. SUBORDINATED CAPITAL DEBENTURES

The Subordinated Capital Debentures, due December 27, 1988, are
subordinated to all obligations and liabilities of the Corporation,
including obligations of others that the Corporation has guaranteed,
whether existing on the date of issuance or thereafter incurred or
Created.

9. RECAPITALIZATION

On July 27, 1978, the Corporatior. Board of Directors authorized a
transfer of $75 million from the Corporation's retained earnings to the
Corporation's capital in excess of par value, effective June 30, 1978.

10. SPECIAL U.S. TREASURY FUNDED PROGRAM

Pursuant to a joint United States Department of the ~reasury-
Federal Home Loan Bank System program, the Corporation, in 1974 and
1975, acquired $1.575 billion aggregate principal balance of conven-
tional mortgage loans. This program was financed by loans from the
Treasury to the Bank System, which in turn passed through the funds
to the Corporation. During 1976 and 1977, the outstanding principal
balance of the Advances for Sp:cial U.S. Treasury Program was retired
with the final payment made on February Z5, 1977.

(233020)

45





